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piTPnuT ON THT ATIM BUDGE T ADJUSTOENTS TOW THE. yiNANglAL 
VF.AR 2011/2012 


[File No. 5/1/R) 
[Author: Chief Financial Officer: YZ/sckJ 


AmiTSTMENT TO THE 201 1/2012 BUDGET 

PURPOSE 


To seek the Executive Mayor’s approval for: 

1) An adjustment to the 201 1/12 budget, to increase the provision for bad debts by 

R94 758 592, 


AUTHORITY 

The Municipal Finance Management Act 56 of 2003 (MFMA). 


T foau/statutdry req uirements 

Section 29 of the Municipal Finance Management Act deaiirig with unforeseen and unavoidable 
expenditure stipulates; 


(1) The mayor of a municipality may in emergency or other exceptional circmmtmc^ 
^ ^ authorize unforeseeable and unavoidable expenditure far which no provision was 
made in an approved budget 


(2) Any such expenditure - 

a) Must be in accordance ^vi^h anframew^ork that may be prescribed, 

b) May not exceed a prescribed percentage of the approved annual budget; 

c) Must he reported by the mayor to the municipal council at its next meeting; and 

d) Must be appropriated in an ad/ustments budget 

(3) If such adjustments budget Is not passed within 60 days after the expenditure was 
incurred, the expenditure Is unauthorized and section 32 applies. 


RF.ASONINO/RACKGROUND 

During the audit of the 2011/12 annual financial statements, the Auditor Geireral did a 
reasonability test on the existing Provision for Bad Debts, resulting in an adjustment to this 

provision being necessary, 
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Audit Outcome 

The outcome as per Communication of Audit Finding Number 24, Item 2, dated 7 November 
2012, is that the existing provision for bad debts is under stated by an amount of R94 758 592, 

This unforeseen, unavoidabie expenditure was nsS provided for in the 201 1/12 approved budget, 
and therefore needs to be provided for in terms of an adjustment to the budget to avoid 
unauthorised expenditure, Section 29 of the MFMA aliows for the Mayor to approve such 
expenditure, and it will be included in the agenda of the next Council meeting, scheduled for 14 

December 2012. 


The increase in the provision is not a physical outflow of cash. It will be funded from the 
reserves, which are cash backed. The level of reserves as at end of June 2012, amounted to RS17 
402 704, as supported by Annexure 3, the reconciliation of reserves as at 30 June 2012, 

STAFF IMPLICATIONS 

There ate no staff implications. 

FINANCIAL IMPLICATIONS 

An increase in the Provision of Bad Debts for 2011/12 financial year in the amount of 
R94 758 592. 

OTHER PARTIES CONSULTED 

Office of the Auditor General 
rni^rT.TTSION 

The approval of the adjustment to the 2011/12 budget to cover the additional provision for bad 
debts will avoid unauthorized expenditure. 
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ANNEXTJRES 

Annsxure 1 : Communication of Audit Finding Number 24 
Annexure 2 \ Extract of the MFMA 

Annexure 3: Reconciliation of reserves and commitments back by cash/investments 
Annexure 4: Approval Memo 

RECOMMENDATIONS 

• That Council ratifies tlie approval of the Executive Mayor of the adjustment to the 
provision of bad debts in the amount of R94 758 592, to be funded from reserves. 
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AilDITOft'GENERAL 
SOUTH AFRICA 


The Chief Financial Officer 
Amathole District Municipality 
PO Box 320 
East London 
6200 


7November 2012 


Reference: Communication No. 24 of 201 2 
□ear Mr Zote 

Communication of audit findings from the regularity audit of theAmathole District 
Municipality for the year ended201 2-06-30 


1. In performing the audit of receivables, accumulated surplus and bad debts, the matters 
detailed in the annexure came to our attention. 

Required 

2. You are requested to indicate your agreement with the facts stated in these findings. Should 
you disagree with the findings, provide documentary evidence to the contrary for each 
finding. 

3. All comments/evidence should be provided to us within 3 working days of the date of this 
letter. 

Yours sincerely 


Michelle Wait 
Audit Manager 
ELOS 

Enquiries: Michelle Wait 

Telephone; (043) 709 7200 

Fax; (043) 709 7300 

Email: michelleD@aasa.co.za 

Acknowledgement of receipt by management: 


Received by 


Date 


A(;d)f(ng tn buifc/ publir: confidence 


Aiid!®'Or'^e!'i<9rc!fl Republic of South Afticc 
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Receivables 

1. Provision for bad debt: understatement 
Audit finding 

In terms of s62(1)(c)(i) of the Municipal Finance Managennent Act No 56 of 2003, the accounting 
officer of a municipality is responsible for managing the financial administration of the municipality, 
and must for this purpose take all reasonable steps to ensure ■ 

(0) that the municipality has and rmaintains effective, efficient and transparent systems - 
{() of financial and risk management and internal control; 


During the audit of the provision for doubtful debts the following large difference between the 
amount disclosed per financial statements and the auditors reasonability test was noted: 

The reasonability test was performed by tracking age analysis balances at year end for current, 30, 
60, 90,120 and 150 days after 30 June 2012 and comparing estimated receipts to debtors 
balances tested in order to obtain a recoverability ratio. 

The recoverability ratio for the tested year end balances up to 150 days equated to 20.22 
leaving a ratio of 79.78% as possibly unrecoverable. 

The amount recalculated as the estimated provision for doubtful debts was calculated as follows. 

Debtors per Age Analysis x 79.78% = Impairment Expense (R166 371 326.15) 

Amount recognised by ADM: R87 495 634 (less the R15 882 899.55 proposed journal reversal) 

Difference: R94 758 591.70 understatement in provision for bad debt, 

Management failed to review and compare the final provision amount included in the financial 
statements and reasonability test to ensure that the provision appears reasonable. 

Based on the reasonability test the provision for doubtful debts may be understated resulting in 
receivables being overstated In the financial statements. 


Internal control deficiency 

Financial and performance management: Implement proper record keeping in a timely manner to 
ensure that complete, relevant and accurate information Is accessible and available to support 
financial and performance reporting. 


Recommendation 

Management should review and compare the final provision amount Included in the financial 
statements and reasonability test to ensure that the provision appears reasonable 


Management response 



Name: Nkosinathi Sega 

Position: Senior Manager- Revenue 

Date: 12/11/2012 
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28. Municipal adjustmanta budgets.-Cl) A municipality may revise an approved annuel 
budget through an adjustments budget. 

(2) An adjustments budget— 


must adjust the revenue and expenditure estimates downwards If there Is material 
under-ccllectlon of revenue during the current year; 


may appropriate additional revenues that have become available over and above 
those anticipated Ih the annual budget, but only to revise or accelerate spending 
programmes already budgeted for; 

may, within a prescribed framework, authorise unforeseeable and unavoidable 
expenditure recommended by the mayor of the municipality; 

may authorise the utilisation of projected savings in one vote towards spending 
under anothar vote; 


may authorise the spending of funds that were unspent at the end of the past 
financial year where the under-spending could not reasonably have been foreseen 
at the time to include projected roll-overs when the annual budget for the current 
yearwas approved by the council; 

C 

may correct any errors in the annua! budget; and 

..... .. 
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must be In accordance with any framework that may be prescribed; 

may not exceed a prescribed percentage of the approved annual budget; 

must be reported by the mayor to the municlpail council at Its next meeting; and 

Cd) 

must be appropriated In an adjustments budget, 

(3) If such adjustments budget Is not passed within 60 days after the expenditure was 
Incurred, the expenditure is unauthorised and section 32 applies. 


31. Shifting of funds between multi-year appropriations*— When funds for a capital 
progrannme are appropriated In terms of £. ection fg) for more then 
expenditure for that programme during a financial year maiy exceed the amount Oi that years 
appropriation for that programme, provided that— 


the Increase does not exceed 20 per cent of that year's appropriation for the 
programme; 

the Increase Is funded within the following year's appropriation for that programme; 


the municipal manager certifies that— 

CO 

actual revenue for the financial year is expected to exceed budgeted revenue; 
and 

CiO 

sufficient funds are available for the increase without Incurring further 
borrowing beyond the annual budget limit; 

prior written approval is obtained from the mayor for the increase, and 

the docurr.ents referred to In ParaGraphs ic\ and M submitted to the relevant 
provincial treasury and the Auditor-General. 


32. Un»uthorl*«d, Irregular or fruitless end wasteful expenditure. -(1) Without 
limiting liability In terms of the common law or other legislation— 

a political office-bearer of a municipality Is liable for unauthorised expenditure if 
that office-bearer knowingly cr after having been advised by the accounting officer 
of the municipality that the expenditure Is likely to result In unauthorised 
expenditure. Instructed an official of the municipality to incur the expenditure; 


the accounting officer is liable for unauthorised expenditure deliberately or 
negligently Incurred by the accounting officer, subject to sub^ectlgn O'!/ 


any political office-bearer or official of a municipality who deliberately or negligently 
committed, made or authorised an irregular expenditure, Is liable for that 
expenditure; or 
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AMATHOLE DISTRICT MUNICIPALITY 

40 Cambridge Street • East London ♦ South Africa • 5201 

PO Box 320 * East London • 5200 


Tel: +27 (0) 43 701 4000 • fox: +27 (0) 43 742 0337 


MEMORANDUM 


TO: 

The Executive Mayor 

FROM: 

Chief Financial Officer 

CC: 

SUBJECT 

BUDGET ADJUSTMENT FOR UNFORESEEN AND UNAVOIDABLE 
EXPENDITURE 2011/3012 

REF: 

1/UR 

DATE: 

22 November 2012 


PURPOSE 


To seek the Executive Mayoi^s approved for: 

• An adjustment to the 201 1/12 budget, to increase the provision for bad debts by 
R94 75S 592. 

AUTHORITY 

The Municipal Finance Management Act 56 of 2003 (MFMA). 

LEGAL/STATUTQRY REQUIREMENTS 

Section 29 of the Mimicipal Finance Management Act dealing with unforeseen and unavoidable 
expenditure stipulates: 

(1) The ttuiyor of a munieipaiity may hi emergency or other exceptional circumstaitces 
aHthorize unforeseeable and unavoidable expenditure for which no provision was 
made in an approved budget. 

(2) Any such expenditure — 

a) Mrjst be in accordance whh ij}7 framework that may be prescribed; 
h) May not exceed a prescribed percentage of the approved annual bvdgei; 

c) Must be reported by the mi^or to the municipal council at its next meeting; and 

d) Must be appropriated in an adjustments budget. 
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Q) If SKch (fi^ust/tienis bm/get is /tof passed within 60 days after the expenditure 
incurredt the expenditure is unauilt&rlzed and section 32 applies. 

REASONING/BACKGROUNP 

During the audit of the 2011/12 annual financial statements^ the Auditor General did a 
reasonability test on the existing Provision for Bad Debts, resulting in an adjustment to this 
provision being necessary. 

Audit Outcome 

The outcome as per Communication of Audit Tinding Number 24, Item 2, dated 7 November 
2012, is that the existing provision for bad debts is under stated by an amount of R94 75S 592, 

This unforeseen, unavoidable expenditure was ncl provided for in the 20 1 1/1 2 approved budget, 
and therefore needs to be provided for in terms of an adjustment to the budget to avoid 
unauthorised expenditure. Section 29 of the MFMA allows for the Mayor to approve such 
expenditure, and it will be included in the agenda of tlie next Council meeting, scheduled for 14 
December 2012. 

The increase in tlic provision is not a physical outflow of cash. It will be funded from the 
reserves, which are cash backed. The level of reseives as at end of June 20 1 2, amounted to RS 1 7 
402 704, as suppoi^cd by Annexure 3, the reconciliation of reserves as at 30 June 2012, 

STAFF IIVIPLICATIONS 
There ai'e no staff implications. 

FINANCIAL IMPLICATIONS 

An increase in the Provision of Bad Debts for 2011/12 financial year in the amount of 
R94 758 592. 
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CONCLUSION 

The approval of the adjustment to tlie 201 1/12 budget to cover the additional provision fbr bad 
debts v^ill avoid unauthorized expenditure. 

RECOMMENDATIONS 

• It is recommended that the Executive Mayor approves the adjustment to the provision of 
bad debts in the amount of R94 758 592, to be funded from reserves 

• This matter be reported to Council on 14 December 2012 

ANNEXimES 

Annexure 1 : Comm uni cation of Audit Finding Number 24 
Annexure 2: Exti'act of the MFMA 

Annexure 3: Re conciliation of reserves and commitments back by cash/investments 


YIMILE ZOTE: 

rHTEE FINANCIAL OFFICER 
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A-rsoexM/a L|L 


COMMENTS BY MUNICIPAL MANAGER 



CHRIS MAGWANGQANA 
MUNICIPAL MANAGER 




RECOMMEND 


NOT RECOMMENDED 


COMMENTS BY THE MAYOR 


NOMASIKIZI KONZA 
EXECUTIVE MAYOR 



4 





ZOlZ Nov EG 9:33 


HP LHSERJET FHX 


□437EEE1G9 


p. 14 




if 



AUOltQR-aiMCftAL 
SOUTH AFRICA 


The Chief Financial Offlcfer 
Anhathnte District Municipality 
PO Box 320 
East London 
5200 


7 Novembor 2012 


Rsferenca: ComnriLjnicatlon No, 24 of 2012 
Dear Mr Zote 


Communication of audit findings from the regularity audit of tha Aitiathoio District 
Municipality for the year ended 2012-06-30 


1 . In performing the audit of receivables, accumulated surplus and bad debts, the matters 
detailed In the annexure came to our attention. 

Required 

2. You are requested to indicate your agreement with the facta stated in these findings. Should 
you disagree with the findings, provide documentary evidence to the contrary for each 
finding, 

3. All commenta/evldence should be provided to us within 3 working days of the date of this 
letter. 

Yours sincerely 


' Michelle Waft 
Audit Manager 
ELOS 

Enquiries: Michelle Wait 

Telephone: (043) 709 72D0 

Fax: (043) 709 73D0 

Email: nnichellep@agsa.co.za 

Acknowledgement of receipt by management; 


Received by Date 


Aijdiiing /o build public confidence 


Audlfor-GaiiQrti I Rtpubltc of Sogfti AFrka 
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2. Pfoviaton for bad debt: understatement 
Audit finding 

Municipal Finance Management Act No 56 of 2003, the accoontina 

tJTthi ° ® responsible for managing the financial administration of the muniofpaifty, 

and must for this purpose take all reasonable steps to ensure « 

(c) that the municipality haa and maintains effective, efficient and transparent systems - 
(l) of financial and nsk management and internal control; 


During the audit of the provision for doubtful debts the following large difference between the 
amount disclosed per financial statements and the auditors reasonability test was noted: 

P^rfoimad by traokbg age analysis balances at year end for current, 30, 
60, 90,120 and 150 days after 30 June 2012 and comparing estimated receipts to debtors 
balances tested in order to obtain a recoverability ratio. 

The recoverability ratio for the tested year end baferices up to ISO days equated to 20.22% 
leaving a ratio of 79.78% as possibly unrecoverable. ' 

The amount recalculated as the estimated provision for doubtful debts was calculated as follows: 

Debtors per Age Analysis x 79.78% = Impairment E)fpense (R18e 371 326. 1B) 

Amount recogriiaedJay^^ 495 634 (less the R15 882 399.56 proposed Journal reversal) 

Differencel R94 758 69i.7^nderfltQtement In provision for b,ad debt. 

compare the final provision amount Included In the financial 
statements and reasonability test to ensure that the provision appears reasonable. 

Based on the reasonability test the provision for doubtful debts may be understated resuitinc in 
receivables being overstated In the financial statements, ^ 

Internal control deficiency 

Financial and performance management; Implement proper record keeping In a timely manner to 
ensure that complete, relevant and accurate Information Is accessible and available to^ support 
financial and performance reporting. 

Recommendation 

Managernent should review and compare the final provision amount Included In thefinan 
statements and reasonability teat to ensure that the provision appears reasonable 


Management response 




V 


0 ^ 




0 - 


0 






s/ 


Auditor's conclusion 
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2S. Muntctpal adjustments budgets, —(1) A municipality may revise an approved annual 
budget through an adjustments budget 

C2J An adjustments budget— 

must adjust the revenue and expenditure estimates downwards If thars Is material 
und,ar“CCjllet;tjon of revenue during the current year; 

(.b) 

may appropriate additional revenues that have become available over and above 
those anticipated Id the^ahhust budget, but only to revise' or accelerate spending 
programmas already budgeted for; 

(c) 

may, within a prescribed framework, authorise unforeseeable and unavoidable 
expenditure recommended by the mayor of the municipality; 

Cc^) 

may authorise the utilisation of projected savings In ona vote towards spending 
under another vote; 

may authorise the spending of funds that were unspent at the end of the past 
^ financial year where the under-spending could not ressonably have been foreseen 

( at the time to include projected roll-ovars whan the annual budget for the current 

year was approved by Che council; 

(r) 

may correct any errors In the ar.nuHl budget; and 

Ci?) 

may provide for any other expenditure within a prescribed framework, 

(3) An adjustments budget must be in a prescribed form, 

(4) Only the mayor may table an adjustments budget in the municipal council, but an 
adjustments budget In terms of subsection f21 (b) to {<i\ may only be cabled within any prescribed 
limitations as to timing or frequency, 

(5) When an adjustments budget Is tabled, It must be accompanied by— 

C5) 

an explanation how the adjustments budget affects tha annua) budget; 
a motivation of any material changes to the annual budget; 

CO 

( an explanation of the Impact of any Increased spending on the annual budget and 

the annual budgets for the next two financial years; and 

any other supporting documentation that may be prescribed. 

(6) Municipal tax and tariffs may not be increased during a financial year, 

[ ^Ub"S. (Ifi) substituted by of Act ivjq. ia.af ZQ07. ] 

Wording of Sections 

(7) Sections 22 (t') . 23 (31 and (3) apply In respect of an adjustments budget, and in 
such application a reference In those sections to an annua! budget must be read as a refersnce to 
an adjustments budget. 

2.3. Unforascsn and unavoidable axpendltura.— (1) The mayor of a municipality may In 
emergency or other exceptional circumstances authorise unforeseeable and unavoidable 
expenditure for which no provision was made in an approved budget. 

(2) Any such expenditure— 
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Cff) 

must be In accordance with any framework that; may be prescribed; 
may not exceed a prescribed percentage of the approved annual budget; 

ic: 

must be reported by the mayor to the municipal council at Its next meeting; and 

id) 

must be appropriated In an adjustments budget;. 

(3) tf such adjustments budget Is not passed within 60 days after the expenditure was 
Incurred; the expenditure is unauthorised ^nd section 32. applies. 


31, Shifting of funds between multi-year appropriatlons.-When funds for a capital 
■programme are appropriated Ih terms of section 16 for more than one financial yesi'f 
expenditure for that programme during a financial year may exceed the amount of that year's 
appropriation for that programme, provided that— 

C^f) 

the Increase does not exceed 20 per cent of that yaar's appropriation for the 
programme; 

ib) 

the increase Is funded within the following year's appropriation for that programme; 

Cc} 

the municipal manager certifies that— 


actual revenue for the financial year Is expected to exceed budgeted revenue; 
and 


sufficient funds are available for the Increase without Incurring further 
borrowing beyond the annual budget limit; 

id) 

prior written approval is obtalnet from the mayor for the increase; and 

Ce) 

the documents referred to in oarapraphs fe^ and are submitted to the relevant 
provincial treasury and the Auditor-Genarfil, 


r 


32. Unauthorlsedr Irregular or fruitless and wasteful expenditure.— (1) Without 
limiting liability in terms of the common law or other leglslBtlon— 

(3) 

a political office-bearer of a municipality Is liable for unauthorised expenditure if 
that office-bearer knowingly or after having been advised by the accounting officer 
of the municipality that the expenditure is likely to result In unauthorised 
expenditure, instructed an official of the municipality to Incur the expenditure; 

id) 

the accounting officer is liable for unauthorised expendltura deliberately or 
negligently Incurred by the accounting officer, subject to subsection f3'i : 

any poiltical office-bearer or official of a municipality who deliberately or regllgently 
committed; made or authorised an Irregular expenditure, Is liable for that 
expenditure; or 







